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STATE OF HAWAII
DEPARTMENT OF TRANSPORTATION - HIGHWAYS DIVISION

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2002

Federal
CFDA Federal
Grant/CFDA Grantor's Program Title Number Expenditures
U.S. DEPARTMENT OF TRANSPORTATION:
Highway planning and construction 20.205 $138,722,715
State and community highway safety program:
NHTSA grant 1,377,555
Fatal accident reporting system grant 1,040
Total state and community highway safety program 20.600 1,378,595
National motor carrier safety program -
Assistance program grant 20.218 517,011
TOTAL EXPENDITURES $140,618,321
Notes:
1. The Schedule of Expenditures of Federal Awards includes the federal grant activity of the State of

Hawaii, Department of Transportation, Highways Division (the “Highways Division”) and is presented
on the basis of cash disbursements made by the Highways Division. The information in this schedule is
presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Therefore, some amounts presented in this schedule may
differ from amounts presented in, or used in, the preparation of the financial statements.

Additional details are included for the expenditures for CFDA Number 20.205, Highway planning and
construction (see Pages 2-4).

The Schedule of Expenditures of Federal Awards does not include the amount of the Highways
Division’s matching funds that were expended during the year ended June 30, 2002.

Of the total federal expenditures, $38,339,232 was provided to subrecipients.
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Deloitte & Touche LLP

Suite 1200

1132 Bishop Street

Honolulu, Hawaii 96813-2870

Tel: (808) 543-0700
Fax: (808) 526-0225

www.deloitte.com DeIOitte
& Touche

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL
CONTROL OVER FINANCIAL REPORTING BASED UPON THE AUDIT
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Director
Department of Transportation
State of Hawaii:

We have audited the financial statements of the Highways Division, Department of Transportation,
State of Hawaii (the “Highways Division”) as of and for the year ended June 30, 2002, and have
1ssued our report thereon dated March 12, 2003. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Compliance

As part of obtaining reasonable assurance about whether the Highways Division’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grants, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance that are
required to be reported under Government Auditing Standards.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Highways Division’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control over financial
reporting. However, we noted a certain matter involving the Highways Division’s internal control
over financial reporting and its operation that we consider to be a reportable condition. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design or
operation of the Highways Division’s internal control over financial reporting that, in our judgment,
could adversely affect the Highways Division’s ability to record, process, summarize, and report
financial data consistent with the assertions of management in the financial statements. The reportable
condition that we noted is described in the accompanying Schedule of Findings and Questioned Costs
as item 02-1.

A material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that misstatements caused by
error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. Our consideration of the internal control over financial reporting

Deloitte
Touche -5-
Tohmatsu



would not necessarily disclose all matters in the internal control that might be reportable conditions
and, accordingly, would not necessarily disclose all reportable conditions that are also considered to
be material weaknesses. However, we believe that the reportable condition described above is not a
material weakness.

This report is intended solely for the information and use of the Highways Division’s management,

Department of Transportation, federal awarding agencies, and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties.

Dedodlbi e Touhe P

March 12, 2003



Deloitte & Touche LLP

Suite 1200

1132 Bishop Street

Honolulu, Hawaii 96813-2870

Tel: (808) 543-0700
Fax:(808) 526-0225
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND INTERNAL
CONTROL OVER COMPLIANCE APPLICABLE TO EACH MAJOR FEDERAL AWARD
PROGRAM AND ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

To the Director
Department of Transportation
State of Hawaii:

Compliance

We have audited the compliance of the Highways Division, Department of Transportation, State of
Hawaii (the “Highways Division”) with the types of compliance requirements described in the U.S.
Office of Management and Budget (“OMB”) Circular A-133 Compliance Supplement that are
applicable to its major federal program for the year ended June 30, 2002. The Highways Division’s
major federal program is identified in the summary of auditors’ results section of the accompanying
Schedule of Findings and Questioned Costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to its major federal program is the responsibility of the Highways
Division’s management. Our responsibility is to express an opinion on the Highways Division’s
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a
direct and material effect on a major federal program occurred. An audit includes examining, on a test
basis, evidence about the Highways Division’s compliance with those requirements and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination on the
Highways Division’s compliance with those requirements.

In our opinion, the Highways Division complied, in all material respects, with the requirements
referred to above that are applicable to its major federal program for the year ended June 30, 2002.
However, the results of our auditing procedures disclosed an instance of noncompliance with those
requirements that is required to be reported in accordance with OMB Circular A-133 and which is
described in the accompanying Schedule of Findings and Questioned Costs as item 02-2.

Deloitte
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Internal Control over Compliance

The management of the Highways Division is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered the Highways
Division’s internal control over compliance with requirements that could have a direct and material
effect on its major federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on internal control over compliance in
accordance with OMB Circular A-133.

We noted a certain matter involving the internal control over compliance and its operation that we
consider to be a reportable condition. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over compliance
that, in our judgment, could adversely affect the Highways Division’s ability to administer a major
federal program in accordance with applicable requirements of laws, regulations, contracts, and grants.
The reportable condition is described in the accompanying Schedule of Findings and Questioned Costs
as item 02-1.

A material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that noncompliance with
applicable requirements of laws, regulations, contracts, and grants that would be material in relation to
a major federal program being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. Our consideration of the
internal control over compliance would not necessarily disclose all matters in the internal control that
might be reportable conditions and, accordingly, would not necessarily disclose all reportable
conditions that are also considered to be material weaknesses. However, we believe that the
reportable condition described above is not considered to be a material weakness.

Schedule of Expenditures of Federal Awards

We have audited the basic financial statements of the Highways Division as of and for the year ended
June 30, 2002, and have issued our report thereon dated March 12, 2003. Our audit was performed for
the purpose of forming an opinion on the basic financial statements taken as a whole. The
accompanying Schedule of Expenditures of Federal Awards and Schedule of Expenditures of Federal
Awards--CFDA Number 20.205, Highway Planning and Construction for the year ended June 30,
2002 is presented for the purpose of additional analysis as required by OMB Circular A-133 and is not
a required part of the basic financial statements. This schedule is the responsibility of management of
the Highways Division. Such information has been subjected to the auditing procedures applied in our
audit of the basic financial statements and, in our opinion, is fairly stated, in all material respects,
when considered in relation to the basic financial statements taken as a whole.

This report is intended solely for the information and use of the Highways Division’s management,
Department of Transportation, federal awarding agencies, and pass-through entities, and is not
intended to be and should not be used by anyone other than these specified parties.

’DM. pruJu.— ¥

March 12, 2003



STATE OF HAWAII
DEPARTMENT OF TRANSPORTATION - HIGHWAYS DIVISION

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
JUNE 30, 2002

Part I - Summary of Auditors’ Results

1.

2.

The independent auditors’ report on the financial statements expressed an unqualified opinion.

A reportable condition in internal control over financial reporting was identified, which was not
considered to be a material weakness.

No instance of noncompliance considered material to the financial statements was disclosed by the
audit.

A reportable condition in internal control over compliance with requirements applicable to its
major federal awards program was identified, which was not considered to be a material
weakness.

The independent auditors’ report on compliance with requirements applicable to its major federal
awards program expressed an unqualified opinion.

The audit disclosed findings required to be reported by OMB Circular A-133.

The Highways Division’s major program was Highway Planning and Construction, CFDA
Number 20.205.

A threshold of $3,000,000 was used to distinguish between Type A and Type B programs as those
terms are defined by OMB Circular A-133.

The Highways Division did not qualify as a low-risk auditee as that term is defined in OMB
Circular A-133.

Part 11 - Financial Statement Findings Section

Current Year’s Findings:

02-1 Accounting and Internal Reporting Procedures

Observation: The Highways Division did not reconcile its accounting records with those of the State
of Hawaii on a timely basis. This comment was noted in the prior year.

Background: The Highways Division maintains its own accounting system called “HWYAC,” which
is independent of the State of Hawaii’s accounting system, called “FAMIS.” Since FAMIS is the
official accounting system of the State, the Highways Division’s accounting records must be
reconciled to the State’s records. State law requires that this reconciliation take place at least on an
annual basis.



Throughout fiscal year 2002, the Highways Division did not reconcile its records with those of the
State on a timely basis. For example, the HWYAC “Status of Allotment by Appropriation” report was
not agreed to the FAMIS “Status of Appropriation Account Balances” report to ensure that the
contract agreement allotments reported on the State’s Form A-15, “Allotment Advice,” and the
Highways Division’s Form DOT 4-116, “Job Authorization Form,” were properly inputted into the
accounting systems.

Failure to reconcile the accounting records on a timely basis may result in errors or irregularities going
undetected.

Recommendation: Develop procedures to ensure that the Highways Division’s accounting records are
reconciled with those of the State of Hawaii on a timely basis.

Part III - Federal Award Findings and Questioned Cost Section

Current Year’s Findings:

02-1 Accounting and Internal Reporting Procedures

The reportable condition in internal control over financial reporting relating to the Highways
Division’s failure to reconcile its accounting records with those of the State of Hawaii on a timely
basis also applies to the Highways Division’s major federal awards program. See Item 02-1 in Part II
for details.

02-2 Real Property Acquisition and Relocation Assistance

Program: U.S. Department of Transportation, Highway Planning and Construction, CFDA No.
20.205.

Observation: The Highways Division does not have a Rights-of-Way Operations Manual that is
approved by the Federal Highways Administration (“FHWA”).

Background: 23CFR 710.201(c) requires each State receiving funding from the FHWA Highway
Trust Fund to maintain a manual describing its rights-of-way organization, policies and procedures.
The manual is to describe the functions and procedures for all phases of the real estate program,
including appraisal, negotiation and eminent domain, property management, and relocation assistance.
The manual should also specify procedures to prevent conflicts of interest and to avoid fraud, waste,
and abuse. Such a manual should have been submitted to the FHWA by January 1, 2001.

While the Highways Division has policies and procedures relating to some of the aforementioned
subject matter, they have not been approved by the FHWA.

Recommendation: Comply with the federal regulations and prepare a Rights-of-Way Operations
Manual for submission to the FHWA for approval.
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Status of Prior Year’s Findings:

02-1 Accounting and Internal Reporting Procedures

Observation: The Highways Division did not reconcile its accounting records with those of the State
of Hawaii. This comment was noted in the prior year.

Background: The Highways Division maintains its own accounting system called “HWYAC,” which
is independent of the State of Hawaii’s accounting system, called “FAMIS.” Since the FAMIS system
is the official accounting record of the State, the Highways Division’s accounting records must be
reconciled to the State’s records. State law requires that this reconciliation take place at least on an
annual basis.

Throughout fiscal year 2001, the Highways Division did not reconcile its records with those of the
State. For example, the HWYAC “Status of Allotment by Appropriation” report was not agreed to the
FAMIS “Status of Appropriation Account Balances” report to ensure that the contract agreement
allotments reported on the State’s Form A-15, “Allotment Advice,” and the Highways Division’s
Form DOT 4-116, “Job Authorization Form,” were properly inputted into the accounting systems.

Failure to reconcile the accounting records on a timely basis may result in errors or irregularities going
undetected.

Recommendation: Develop procedures to ensure that the Highways Division’s accounting records are
reconciled with those of the State of Hawaii on a timely basis.

Status: The recommendation has not been implemented. See current year Schedule of Findings and
Questioned Costs Item 02-1.

01-2 Davis-Bacon Act

Program: U.S. Department of Transportation, Highway Planning and Construction, CFDA
No. 20.205.

Observation: There was an instance of noncompliance with the payroll submission requirement.

Background: The Davis-Bacon Act requires contractors to pay prevailing wage rates and to file a
“Statement of Compliance” with each payroll report within seven days from the payroll payment date.

For the 25 payroll transactions we tested, we noted that for project number IM-HI-I (234), the
“Statement of Compliance” was submitted 10 days after the payroll payment date of June 24, 2002.

Failure to file the “Statement of Compliance” on a timely basis may result in a delay in detecting any
underpayments of prevailing wage rates.

Recommendation: Take steps to ensure that the payroll submission requirements are adhered to.
Status: Project engineer and staff have been instructed to review subcontractor payroll to ensure

required documentation is received timely. We did not observe any instance of noncompliance during
our fiscal year 2002 testing.
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01-3 Subrecipient Monitoring

Program: U.S. Department of Transportation, Highway Planning and Construction, CFDA
No. 20.205.

Observation: The Highways Division’s monitoring of subrecipients could be improved.

Background: The counties of the City and County of Honolulu, Hawaii, Kauai, and Maui are the
primary subrecipients of federal awards received by the Highways Division. As a pass-through entity,
the Highways Division’s responsibilities include:

e Identifying to the subrecipient the federal award information and applicable compliance
requirements,

* Monitoring the subrecipient’s activities to provide reasonable assurance that the subrecipient
administers federal awards in compliance with federal requirements,

» Ensuring required audits are performed and proper corrective action is taken on audit findings, and

¢ Evaluating the impact of subrecipient activities on the Highways Division’s ability to comply with
applicable federal regulations.

The Highways Division’s monitoring activities take place at a high level. There is no specific
individual who is assigned the responsibility to closely monitor the activities of the subrecipients. The
monitoring takes place mainly through the review of the Single Audit reports that are supposed to be
filed with the Highways Division. However, at the time of our final fieldwork in December 2001, the
Highways Division had not received the fiscal year 2000 Single Audit reports from three of the four
counties. And, the Highways Division did not request the counties to submit their Corrective Action
Plans.

Failure to adequately monitor the activities of subrecipients may result in a delay in discovering that
federal funds that the Highways Division is responsible for are not being expended in accordance with
their intended purposes.

Recommendation: Take a more active role in monitoring the subrecipients’ compliance with federal
requirements. Such activities may include holding discussions with the subrecipients throughout the
year, or reviewing their Corrective Action Plans for acceptability.

Status: The Highways Division’s Chief Accountant has been assigned the responsibility to review the
subrecipients’ single audit reports and to ensure that proper corrective action is taken on any findings.

* k %k %k *k %
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